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1.0. INTRODUCTION
ife insurance is an insurance
contract in which the insured
transfers, and the insurer
assumes, the risk of death for a
specified period of time. As in other
insurance businesses, the insured
transfers the risk to the insurer, and
receives a life insurance policy, upon
payment of a premium. Apart from the
insured and the insurer, there is
usually a beneficiary who is the
person (or persons) who is to receive
the policy proceeds if the insured
event (death) occurs within the policy
period. One could also purchase a life
insurance policy on the life of
someone else. For instance, if a
husband buys a life policy on behalf of
his wife, he is the owner of the policy
but she is the insured. It should be
noted that the beneficiary of a life
policy is not a party to the contract. He
is only designated as such by the
owner of the policy. The owner could
even change the beneficiary
subsequently if he wishes, except for
policies that have irrevocable
beneficiary designations. In an
irrevocable insurance contract, the
beneficiary must consent to changes
in beneficiary, policy assignment, or
borrowing of cash value before such
changes can be effected.
A life insurance policy, like all
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insurance policies, is a legal contract
which specifies the terms and
conditions of the risk assumed.
Special provisions apply, including a
suicide clause which nullifies the
policy if the insured commits suicide
within a specified time from the policy
date. Any misrepresentation by the
owner or insured on the application is
also a ground for nullification. The
face value of the policy is normally the
amount paid when the policy matures,
although policies can provide for
greater or lesser amounts. A life
insurance policy matures when the
insured dies or attains a specified age.
The most common reason for the
purchase of a life insurance policy is to
protect the financial interests of the
owner of the policy in the event of the
demise of the insured. The insurance
proceeds, apart from paying for the
funeral and other ensuing expenses,
could be invested to provide income in
replacement of the deceased's
wages. Other reasons for taking out a
life policy include real estate planning
(mortgage protection) and planning
for retirement. Since the death of the
insured would be to the financial
advantage of the policy owner, the
policy owner must, by law, have an
insurable interest in the insured's life.
The “insurable interest” simply means
the legitimate reason for insuring the
other person's life. In fixing life
insurance premiums, the insurer aims
to cover claims to be paid,
administrative costs as well as make
some profits. Claims to be paid are
determined by actuaries, using
mortality tables. Actuaries are
professionals who use actuarial
science, which is based on
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mathematics (especially probability
and statistics). Mortality tables are
statistically based tables showing
average life expectancies. Normally,
mortality tables take into
consideration certain factors, which
include the insured's age, gender and
lifestyles ( e.g. such habits as the
excessive use of alcohol and tobacco,
etc ). When an insurer collects the
premiums from the policy owner, he
invests the money using the time
value of money and compound return
principles to create a pool of money
from which to invest, pay claims and
finance the company's operations.
Most of the money made by an insurer
comes from direct premiums, while
investment income supplements this.
Rates charged for life insurance are
sensitive to the insured's age because
statistically, an insured person is more
likely to pass away (and trigger a
claim) as they get older. Since
adverse selection can have a negative
impact on the financial results of the
insurer, the insurer investigates each
proposed insured beginning with the
application, which becomes part of the
policy. Group life insurance policies
are however an exception.
This investigation and the resultant
risk evaluation are called
underwriting. Health and life style
questions are asked, answered and
dutifully recorded. Certain responses
by the insured will be given further
investigation.
Life insurance
companies are never required by law
to underwrite or provide cover for
anyone. They should determine
insurability and some people due to
their health or life style are
uninsurable. The proposal could be
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declined or the premium rate could be
loaded. Premium loading means
increasing the premiums to provide
for additional risks relative to that
particular insured discovered in the
underwriting process.
Upon the death of the insured, the
insurer will require acceptable proof of
death before paying the claims. The
normal minimum proof is a Death
Certificate and the completed Claims
Form of the insurer. Proceeds from
the policy may be paid in a lump sum
or in regular installments over the life
of a specified person or over a
specified time period.
As has been pointed out, a life
insurance policy provides cover for a
specified period of time. If the worst
were to happen within this period of
time, then the insurance company
would be required to pay out the
agreed sum to the beneficiary. If the
person outlives the term of the policy,
then the insurance policy ceases and
no payment will be made. However,
the value of a policy could increase
over time by combining an investment
element along with the insured sum.
If the life-insured were to die, then the
insured sum would be paid out along
with the investment bonuses that
have accrued. If it becomes
necessary to terminate the policy
before the end of the specified term
period, or death of life covered, then
once an investment bonus has been
added, the life assurance policy will
have an encashment value. It is
therefore possible to cash a policy
earlier than its usual termination date,
in order to collect the investment
portion. Some insurance companies
place penalties on early encashment
of policies. The world of finance is
extremely complicated and there are
many factors to consider when
choosing any financial protection
product. When looking for a policy,
one should be clear about what one
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requires vis-à-vis what is on offer.
This is to enable one obtain the right
cover for one's needs.
An aspect which some people find
confusing is the use of the terms
“insurance” and “assurance”. What is
the difference? The term “insurance”
generally, refers to providing cover for
an event that may or may not
happened while assurance is the
provision of cover for an event that is
bound to happen (e.g. death). In
recent times, the distinction between
the two terms has become blurred.
This is principally due to many
companies offering both types of
policy and rather than refer to
themselves using both insurance and
assurance titles, they simply settle for
one.
There are five major lines of business
in the life insurance industry
individual life, individual annuities,
group life, group annuities, accident
and health.
The most important lines of business
in terms of both revenues and profits
are those involving asset
accumulation products i.e. individual
life and individual and group
annuities. Group life and accident
and health insurance are mainly
indemnity (rather than asset
accumulation) products.
The
importance of asset accumulation
products is particularly noteworthy
because this is the market where
insurance faces the most vigorous
competition from banks and
investment advisory firms.
2.0. OBJECTIVES AND
MOTIVATION FOR THE TOPIC-THE
INHERENT BENEFITS
The motivation for the topic is to
outline the intrinsic benefits of life
insurance, assess its performance in
the Nigeria situation and examine
21

what a regulator could do to facilitate
its development. The inherent
benefits of life insurance could be
categorized into three, viz; benefits to
the individual, benefits to the
government and impact on economic
development.
2.1. Benefits To The Individual
Human history reveals a universal
desire for security. As we shall see
later, early societies relied exclusively
on family and tribe cohesiveness for
their security.
With industrial
development, migration to cities and
urbanization, this security service
weakened and was augmented by
privately purchased and governmentprovided security porgrammes.
Among the private programmes, life
insurance has emerged as a universal
response. The benefits of life
insurance to the individual are
enumerated as follows:
(a) By guaranteeing to pay a stated
sum to a family on the death of its
bread winner(s), life insurance
provides families a measure of
protection against the adverse
financial consequences of
premature death, and gives
individuals a greater sense of
economic security. This helps to
reduce worry and distress, and
thereby increase initiative. No
other privately purchased
financial instrument can perform
this function.
(b) Life insurance cash value can
serve as a means through which
individuals save. Many people
who might not otherwise save
consistently will, nonetheless,
pay their life insurance premiums
regularly. Thus life insurance
could constitute a form of quasicompulsory savings.
(c) L i f e i n s u r a n c e p r o d u c t s ,
especially annuities, provide a

Volume 30 No. 1

convenient and unique means by
which individuals can make
financial provisions for their
retirement
(d) Life insurance can permit more
favourable credit terms to
borrowers (both individuals and
businesses) and can decrease
the risk of default. Life insurance
can also minimize the financial
disruption to businesses caused
by the death of its key facilitators
or promoters.
2.2. Benefits To The Government
The benefits of life insurance to the
government (in addition to facilitating
economic development as discussed
below) is mostly in the area of easing
the burden of government social
welfare spending. Private life
insurance can supplement, if not
substitute for, benefits provided by
government. This is why there is a
significant negative correlation
between social spending and life
insurance premiums. The sharp rise
in life premiums in the advanced
countries may be attributed in great
part to the mounting financial
difficulties of pension schemes.
Governments could concentrate their
efforts on core social protection
benefits, while allowing individuals to
choose for themselves their desired
level and type of additional protection.
2.3. Impact Of Life Insurance On
Economic Development
Apart form the social role its plays by
relieving government of some burden
of meeting financial security needs,
life insurance can assist economic
development generally and the
development of the capital market in
particular. Because they have
thousands of policyholders, insurance
companies are able to amass a
considerable quantum of funds that
are important in supporting
investment in an economy. They
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thereby serve as financial
intermediaries between investors and
economic agents that lack sufficient
financing. These economic agents
may be households, businesses and
in some cases even governments.
The emergence of life insurers as
financial intermediaries, with features
different from those of banks as
regards the time frame of
investments, makes a major
contribution to the development of the
financial markets. In the advanced
countries, insurance companies are
the largest institutional investors.
Specifically, life insurance impacts
positively on savings and
development or investment financing
in the following ways:
2.3.1. Quantitative And Qualitative
Impact On Savings
Studies have shown that life
insurance (just like contributory
pension schemes) has a positive
effect on aggregate savings. Where
these contractual savings plans are
instituted on compulsory basis (e.g.
the new pension scheme in Nigeria
will go along with compulsory group
life assurance for employees), the
resultant rise in the level of aggregate
savings will be higher than the rate for
which households would have opted
voluntarily. Secondly, unlike banks,
most of which specialize in deposit
taking and short-term lending,
contractual savings institutions such
as life insurance companies usually
adopt a longer-term perspective.
Their long-term commitments and the
stability of their cash flow provide ideal
source of long-term financing for
government and businesses.
2.3.2. Impact On The Development
Of The Financial Markets
In supplying long-term financial
products, life insurance triggers a
series of effects which facilitates the
development and structure of the
financial markets in the following
ways:
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(a) It leads to specialization. If the
banking sector makes
adjustments in order to reap the
benefits of its comparative
advantage on short term
products. This reduces the risk
stemming from maturity
differentials between bank assets
and liabilities. The stability of
the banking sector is therefore
reinforced.
(b) It reduces the differentials
between short-term and longterm interest rates. This prompts
an improvement in the financial
structure of business enterprises
which take advantage of lower
cost of long-term capital and a
lessening of the risks of
refinancing.
(c ) It leads to, and facilitates, the
development of the market for
long term bonds. This greatly
expands the options for
government debt management.
(d) It enhances the efficiency of
financial markets.It brings about a
higher level of specialization and
professionalism on the part of
financial market players, making
it possible to finance projects that
are bigger or riskier (thus more
lucrative), exploiting economies
of scale, trimming transaction
costs and encouraging financial
innovation.
Considering these enormous
benefits, the objective of this paper as
stated earlier is therefore to evaluate
the performance of life insurance in
mobilizing long-term savings in
Nigeria and determine what should be
done at the level of a Regulator, to
fast-tract its development and ensure
that its great potentials are fully
realized. But to put this in proper
perspective, it is necessary to
understand how life insurance
evolved.
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3.0.
HISTORY OF LIFE
INSURANCE
In China, insurance as a way of
reducing the risk of traders began as
far back as 5000 B.C. while early
methods of transferring or distributing
risks by Babylonian traders began in
the 2nd millennium B.C. The
Babylonians developed a system
which was recorded in the famous
code of Hammurabi in 1750 B.C. and
practised by early Mediterranean
sailing merchants. If a merchant
received a loan to fund his shipment,
he would pay the lender an additional
sum in exchange for the lender's
guarantee to cancel the loan should
the ship be stolen.
A thousand years later, the inhabitants
of Rhodes invented the concept of
“general average”. Merchants whose
goods were being shipped together
would pay proportionally divided
premium which would be used to
reimburse any merchant whose
goods were jettisoned during storm or
sinkage. The Greeks and the
Romans originated health and life
insurance in 600 AD when they
organized guilds called “benevolent
societies” which had the
responsibilities of taking care of the
families and funeral expenses of their
members upon death. Guilds in the
Middle Ages served a similar purpose.
In ancient Rome “burial clubs”
provided monetary benefits to
survivors and also bore the funeral
expenses of members.
However, modern life insurance
started in England in late 17th century,
originally as insurance for traders.
Merchants, ship owners and
underwriters would meet to discuss
deals at Lloyd's coffee house,
predecessor to the famous Lloyd's of
London. In the United States, the sale
of life insurance began in 1760. The
Presbyterian synods in Philadelphia
and New York created the corporation
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for relief of poor and distressed
widows and children of Presbyterian
Ministers in 1759 while the
Episcopalian Ministers organized a
similar fund in 1769. Between 1787
and 1837 more than two dozen life
insurance companies were started,
but less than half a dozen survived.
Prior to the American civil war, many
insurance companies in the United
States insured the lives of slaves for
their owners. Their trustees voted to
end the sale of such policies 15 years
before the Emancipation
Proclamation.
In Great Britain there was a snag in
the evolution of life insurance when
gamblers developed the bad habit of
betting on other peoples' lives. Hence
in 1774, the life assurance Act was
passed. This Act made it a crime for
anyone who had no interest in another
person's life or its existence, to effect a
life insurance policy on such a life. The
life assurance companies Act 1870 in
Great Britain was further promulgated
to introduce government control of life
insurance companies. Since then
there had been tremendous growth in
life assurance. Today in any modern
nation insurance (including life
insurance) as a business is well
developed and a vital arm of the
financial service sector.
4.0. THE SPREAD OF MODERN
LIFE INSURANCE TO NIGERIA.
The spread of modern life insurance
to Nigeria and other African countries
was mostly through the former
colonial powers. The aim was to
protect the interest of expatriates'
clients who had moved or established
businesses in the colonies. But prior
to this, it has been the African tradition
for the citizens to take care of each
other in times of adversity, through the
extended family system. It was
common for members of the family of
an adversely affected person to rally
round and compensate the victim. If a
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breadwinner died prematurely,
financial contributions would be levied
on the family members for the upkeep
of his dependants. If necessary, his
children could be distributed among
his relatives. Similarly, where a
material loss occurred as a result of
such misfortunes as fire outbreak or
robbery attack, relations and friends of
the victim provided some form of
succour through contributions, either
in cash or kind. Depending on the
peoples' culture, different approaches
were used in providing these covers.
In the Eastern parts of Nigeria, the age
grade groupings were used. In the
Western part, the tendency was more
towards occupational groupings.
There was also what is known as
“esusu” whereby individuals who
belonged to a group contributed
money into a common fund. The total
collections in the fund are then
handed over to individuals in turns,
until “everyone” had collected. There
were groups where members
contributed a pool of funds to enable
their dependants receive payments if,
and when any member of the group
died. These socio-cultural methods of
insurance, though quite useful, had no
proven scientific basis (such as
mortality tables, actuarial valuation,
medical reports, etc.), and often
resulted in some contributors
benefiting more than others. In
certain instances, some did not even
benefit at all
With the scramble for Africa, which
commenced in the early 20th Century,
the European merchants who came
into the continent through the West
Coast of Africa brought along with
them their ancient tradition, among
which was modern insurance. The
establishment of commercial firms by
the Europeans led to the opening in
the continent and Nigeria of branches
of insurance firms existing in England,
though as agents initially. Some of
these were later incorporated as
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independent offices or companies
with the basic objective of obtaining
business for the parent bodies
overseas.
4.1. Life Insurance As A Source Of
Long-Term Savings In Nigeria VisÀ-Vis Other Countries
One could start by stating ab initio that
life insurance has not made the
required impact in the Nigerian
economy but the potentials are very
great. Appendix I shows the direct life
and non-life premiums written in some
selected countries (including Nigeria)
for the year 2003. Six developed
countries of the world and eight
African countries were selected. To
create a basis for proper comparison,
the population and GDP of these
countries have been included. It
makes an interesting study. Firstly, it
indicates that in the more advanced
countries, the role of insurance as a
mobiliser of long-term funds (life
premiums) is very significant as
compared to short-term funds (nonlife premiums). Infact, in countries
such as United Kingdom, Japan and
France, the direct life premiums
written in 2003 far outstrip the non-life
premiums. The only African countries
which exhibit this pattern, are South
Africa and Zimbabwe. The reason is
not far fetched. It is due to the
presence of white settlers in those
countries and their attitude towards
life insurance, which is akin to a
necessity. In the other African
countries, the reverse is the case. It is
disheartening to note the
unimpressive performance of
Nigerian in terms of insurance covers,
as compared to other countries. In life
insurance, apart from South Africa
and Zimbabwe, which we had
explained earlier, other countries such
as Egypt with a population of 76
million, Morocco with a population of
32 million and Kenya (also 32 million
persons) each generated long-term
funds or life insurance premiums that
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far exceeds that of Nigeria. It is
worthy of note that the GDP of both
Kenya and Zimbabwe put together is
about half of Nigeria's GDP. Yet each
of these countries wrote more life
premiums than Nigeria. This goes to
emphasize our continued lamentation
about the low level of life insurance
penetration and awareness in Nigeria.
A look at appendices II & III shows that
whereas non-life insurance premiums
grew from N5.7 billion to N37.8 billion
between 1993 and 2002, life
premiums only increased from N812
million to N8.7 billion within the same
period. Appendices IV and V examine
the investment aspects of these
funds. As at 2002, investment of life
insurance funds in the various
instruments amounted to N18.8
billion. This is out of a total insurance
industry investment of about N40
billion for the same year. However,
when it is considered that the figure for
life insurance investment in 1993 was
a paltry N2 billion, then it would be
appreciated that even after making
allowance for inflation the growth had
commenced and only needed to be
sustained. The task before us then is
to create an enabling environment to
sustain the momentum. Appendix VI
shows the assets of both life and nonlife insurance companies also for the
period 1993 - 2002. We did state at
the beginning of this segment that the
potentials were great. Whereas life
assurance companies' assets
amounted to only about N3 billion in
1993, by 2002 it had jumped to over
N34 billion. Hence, there is
justification for optimism that the life
aspect of insurance business in
Nigeria is picking up and with time,
would definitely get to the level where
it would play a role similar to what
obtains in the advanced countries.
The reasons for such optimism are
stated in a section below with the subheading “WHAT NAICOM IS DOING
TO REDRESS THE SITUATION”. But
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before then, it is appropriate to firstly
consider the challenges or
constraints.
5.0.
CULTURAL BARRIERS,
PUBLIC AWARENESS AND OTHER
INHERENT CHALLENGES
Factors militating against life
insurance in Nigeria and elsewhere
include cultural and religious factors.
A study carried out on insurance
demand in Nigeria revealed some
interesting features. Whereas some
top executives, captains of industry
and wealthy entrepreneurs, although
had one form of insurance or another,
they seemed to lack confidence in the
local insurance industry.
However, in all the groups, there was
religious bias. Some Muslims
displayed bias against life insurance,
especially as Allah was the giver of
life; He alone could take or preserve
life. Similarly, some Christians
believed that once covered by the
blood of Jesus, nothing really
mattered anymore. For both groups,
there was no need for insurance
especially life assurance. Thus, the
religious inclination of a population
may affect its risk aversion and its
attitude towards the institutional
arrangement of insurance. Religious
opposition against life insurance,
while stronger in European countries
before the 19th Century, still persists
in several Islamic countries today.
Muslims are known to disapprove of
life insurance because it is considered
a hedge against the will of Allah.
These notions of religious fatalism are
inimical to the development of life
assurance with its attendant benefits.
Assuming God or Allah had ordained
that a particular individual, Mr. X would
die at age 50. If he had a subsisting
life assurance policy and actually dies
at age 50, the proceeds or benefits
accruing from his life policy would
certainly provide some succor to his
immediate family or dependants;
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indeed anyone else depending on the
wish and interest of the policy owner
or initiator. Prejudice against life
assurance on grounds of religious
bigotry should be gradually overcome
through vigorous education and
enlightenment on the subject.
5.1. Low Level of Education And
Lack Of Insurance Awareness
The level of one's education
determines his or her ability to
understand the benefits of risk
management and savings. Hence
there is a positive correlation or
relationship between people's life
insurance consumption and their level
of education. In an emerging
economy such as Nigeria with a
relatively low level of education, most
consumers know little or nothing
about the working of life insurance or
the formal financial markets. Aside
from bank deposits, consumers are
not familiar with saving products or
precautionary cover. In the advanced
countries, most consumers enjoy
comprehensive cover, which
guarantee universal access to health
care, retirement benefits, annuities
etc. To this end, there is the need for
enlightenment campaigns in
emerging economies to educate the
public on life insurance as well as
preparation of prospectuses that
explain the main features of life
insurance products available.
5.2. High Rate of Inflation
High inflation rate, which characterize
developing countries, is a definite
obstacle to the development of life
insurance. As life insurance savings
products typically provide monetary
benefits over the long-term, monetary
uncertainty has a substantial negative
impact on these products' expected
returns or yields. Moreover, when
fluctuating interest rates cycles affect
financial intermediation in the
financial markets, it has a disruptive
effect on the life insurance industry.
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The volume of premium income in life
insurance is highly sensitive to high
inflation. For instance, in Bulgaria,
when the rate of inflation jumped from
123% in 1996 to 1100% in 1997, life
insurance premiums fell significantly
from US$42 million to US$13 million.
This was at a time when the country's
GDP grew from US$9.2 billion to
US$10.1 billion.
5.3. Low Level Of Income
The low level of income and general
poverty in emergent economies
militate against life insurance. Life
insurance consumption rises with the
level of income. Steady rise in the
income of an individual creates a
greater demand for life insurance
(mortality cover) to safeguard the
income potential of the insured and
the expected consumption of his or
her dependants. Life insurance
belong to the category of products or
goods which Economists classify as
“Superior goods” where the demand
curve is positively correlated with the
income level. Rising income results in
increasing ability to direct a higher
share of income towards retirement
and investment related life insurance
products. Moreover, the overhead
costs associated with administering
and marketing insurance make bigger
size policies less expensive per Naira
of insurance in force, which lower
price of life insurance policies.
Studies have shown that the positive
relationship between demand for life
insurance and income level is true
irrespective of whether we use
aggregate national income data or
individual household income data.
5.4. Challenges on the Supply Side
The other constraints facing the
development of life insurance in
Nigeria as well as other emergent
economies are problems or
challenges facing the life insurance
providers or companies. These are
several but we shall just state a few.
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These include:
(a) Lack of Reliable Actuarial Data
Insurance companies in
emergent economies suffer from
lack of reliable data bases, on
which to base their actuarial
calculations and tariffs. In
countries where statistical data
on health problems and mortality
or death are not recorded
properly and in which ways of life
are undergoing rapid change, the
use of life expectancy data
cannot provide a sufficient basis
for computing life premiums,
even if the most sophisticated
actuarial methods were used. It
is only by instituting a
comprehensive and reliable
system of data collection that this
problem can be overcome. To
set up such a system is probably
a matter for the state, but private
insurance companies can help by
constituting their own data bases
and pooling them. As long as
data are still insufficient,
substantial margins of error will
have to be factored in to ensure
that pricing does not cause a
deficit; some of the resultant
income should then be returned
to the insured in the form of profit
sharing.
(b) Underdeveloped financial
markets
In order to do business
effectively, life insurance
companies need to be able to
invest their assets in financial
markets that are sufficiently well
developed and efficient. In most
emerging markets, financial
markets still offer a choice of
products such as bonds with a
variety of maturities and issuers,
shares in companies and
auxiliary services such as
auditing firms and rating
agencies, that are limited.
Where these are not well

Volume 30 No. 1

Jan./Mar. 2006

developed and efficient, they
inhibit extensive life insurance
operations.
(c) Lack of experience and
insurance techniques.
In most emerging economies, life
insurance companies often lack
experienced and qualified staff,
which makes it difficult to
estimate risks. Knowledge and
skills are still lacking in risk
management techniques,
actuarial methods, risk selection
methodology, new products
design etc. This problem of lack
of expertise is not peculiar to the
insurance industry alone and it is
an issue that would be gradually
resolved over time as more
professionals are turned out and
more experience gained.
6.0. WHAT NAICOM IS DOING TO
REDRESS THE SITUATION
Irrespective of which of the three
standard measures of life insurance
are used, the verdict is the same life
insurance in Nigeria falls far short of
expectation. The three standards
measures are life insurance
penetration, life insurance density and
life insurance in force to GDP.
Life Insurance Penetration is the
ratio of premium volume to GDP.
It measures the importance of life
insurance activity relative to the
size of the economy. Both
numerator and denominator are
in local currency.
Life Insurance Density is defined
as premiums per capita,
expressed in US dollars. It
indicates how much each
inhabitant of the country spends
on the average on life insurance
in US dollars. To calculate this
ratio therefore, we firstly convert
the aggregate premium volume to
US dollars and divide by the
population size.

Life Insurance In Force To GDP is
the third measure of life insurance
consumption, which is, the sum of
the face value plus dividend
additions of life insurance policies
outstanding as a share of GDP. It
is a quantity measure of life
insurance consumption, the
quantity being mortality risk
underwritten plus savings
accumulated. Life insurance in
force thus contains both the cash
value of policies, associated with
the savings component of life
insurance policies and the net
amount of risk faced by life
insurers.
As stated earlier, in all parameters, life
insurance in Nigeria is nothing to write
home about, as the contribution of the
entire insurance industry premiums to
GDP is less than 1%. So what steps
are being taken, from the perspective
of the regulator, NAICOM, to redress
the situation?
(a)

Insurance Sector Reforms

(i) R e c a p i t a l i z a t i o n a n d
Consolidation
As a vital arm of the financial
services sector, the insurance
sector is currently undergoing a
re-capitalization and
consolidation exercise, which is
being mid-wifed by NAICOM
within the policy framework of
government's reform agenda.
Insurance companies are
expected to beef up their capital
base to a minimum of N2 billion for
life insurance business, N3 billion
for non-life business and N10
billion for reinsurance business
not later than 28th February,
2007. With this increase, it is
expected that there would be
mergers and acquisitions (some
have notified NAICOM actually)
which would result in fewer but
bigger and more solid insurance
26

companies. NAICOM liaised with
other regulatory agencies (e.g.
SEC, CAC, NSE, FIRS, etc) and
obtained some palliatives for the
companies to facilitate the
recapitalization and consolidation
process. The benefits of the
exercise would include increased
domestic capacity, operational
efficiency, sustainable earnings,
growth and increased returns to
stakeholders, elimination of
insider abuses and better
corporate governance. Others
would include ability to engage
highly qualified and experienced
professional staff, adoption of
modern technology (including
ICT) etc. The exercise would
yield a news insurance industry in
Nigeria, which would be better
positioned to contribute its quota
to the development of the national
economy.
(ii) The new pensions reforms makes
it compulsory for employers to
take out life insurance policies
including group life and annuities
for their workers. This will impact
positively on the portfolios of life
insurance companies and
enhance their ability to mobilize
long-term funds. Some life
insurance companies have
registered subsidiary companies
as Pension Fund Administrators
(PFAs).
(iii) Even the National Health Scheme
has a life insurance element and
the project cannot succeed
without life insurance.
(iv) NAICOM is set to implement
Section 72 of the insurance Act
2003, which provides for
domestication of insurance
businesses, including life
insurance, emanating from the
country. This is to stem the huge
outflow of funds by way of
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insurance and reinsurance
premiums on businesses ceded
abroad. Under the provision, no
one shall place a domestic
insurance business with a foreign
insurer or reinsurer, but where, in
exceptional circumstances it is
necessary to do so, prior approval
of NAICOM must be obtained.
The guideline for the
implementation of this, is ready
and shall soon be issued by the
Commission. It is believed that
about N50 billion could be saved
being the amount lost per annum
in respect of oil and gas insurance
as past study has shown. This is
an amount (N50 billion) that could
be ploughed back to the local
economy to grow more jobs and
create wealth for the country. This
will lead to increase in the
purchasing power of the work
force which has positive
correlation to ability to purchase
more life insurance.
(b) NAICOM Guarantees The
Solvency Of Insurance Companies.
Apart from the comprehensive
reforms and consolidation of the
insurance sector, which is presently in
full gear, the first objective of NAICOM
as a Regulator is to protect the
consumer by:
(i) Ensuring, through close
supervision, the solvency of the
insurance companies. This is
necessary because a life
insurance policy represents a
promise to pay a future benefit if
and when certain stipulated
events occur. The transaction is
therefore based on the
customer's trust and confidence
that the chosen company will
honour its commitment. This
confidence is particularly
necessary with regard to life
insurance because the amount
involved may be very large and
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moreover, the commitments span
a long (if not a very long) period of
time.
(ii) Ensure strict compliance with the
law especially investment e.g. life
insurance investment in property
is limited to 35% of such funds.
(iii) Check viability of investments to
avoid careless and frivolous
investments etc.
(c)
NAICOM Ensures A Level
Playing Field
To ensure that policy holders are
given a high quality of service,
NAICOM, as the regulator, has laid
the foundations for a competitive
market by instituting a level playing
field for life insurance service
providers. All companies can now
apply and vie for any risks without
restriction provided NAICOM
approves it. Only within such
framework can market forces ensure
that insurers offer competitive prices
and products that correspond to the
consumers' demands. All such
practices which are detrimental to
healthy competition are drastically
reduced through encouraging better
corporate governance, better
performance and more responsible
institutions and will apply appropriate
sanctions to enforce compliance
including cancellation of operating
license.
(d) NAICOM Exercises Effective
Supervision on Life Insurers.
N A I C O M e x e r c i s e s e ff e c t i v e
supervision on life insurers as the
complexity of life insurance contacts
demands a special effort to ensure
that the most salient features of
policies (as well as the so-called small
prints) are conveyed clearly. The
Commission ensures compliance of
life insurance companies with
mandatory auditing procedures and
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certification by independent actuaries
and auditors etc. Regular field
inspections are carried out, while
principles of corporate governance
and fit and proper criteria for company
executives are strictly adhered to by
NAICOM.
(e) Insurance Education
The low level of life insurance
penetration and life insurance density
in Nigeria is partly attributable to lack
of insurance education and
awareness. To redress the situation,
NAICOM has embarked on reform
measures that involve both formal and
informal education on the subject.
The Commission is liaising with the
relevant authorities in the education
sector to ensure the inclusion of
insurance as a subject in the nation's
educational curriculum at the
secondary school level. Informal
education on insurance is taking place
through awareness creation
campaigns. Besides, an appropriate
measure has been taken to further
deepen life insurance penetration
through a grassroots pilot project in
the six geo-political zones. The
project involves the establishment of
operational out station offices in each
of the zones which will ensure the
success of the grassroots
development programme, post
consolidation.
SUMMARY AND CONCLUSION
This article has in simple, clear terms,
explained what life insurance is all
about. It examined the benefits of life
insurance, its history in brief and its
spread to Nigeria. It then considered
the performance of life insurance as
an instrument for long-term savings in
Nigeria in relation to some other
countries by comparing their premium
income volumes for a particular year
(2003) while taking cognizance of
their population and GDP estimates
for the same year. It was crystal clear
that life insurance was not yet playing

Volume 30 No. 1

its expected role as a major source of
mobilizing long-term savings in the
economy, but given the large
population, the growing GDP, the
increasing level of education and
awareness, it was observed that the
sector has very great potentials,
which needed to be tapped. The
inherent problems or challenges were
outlined, culminating in some
measures NAICOM is taking, as a
Regulator, to redress the situation.
It was observed that there is an ongoing recapitalization and
consolidation programme which
would boost the paid up share capital
of life insurance companies to a
minimum of N2 billion and this is
expected to give rise to bigger and
better companies. We noted that
other reforms that would enhance
mobilization of long term funds by the
life insurance companies include the
compulsory group life insurance
policies for employees that come with
the pension reforms and annuities.
The domestication of insurance
pursuant to Section 72 of the
Insurance Act 2003 was noted to be of
equal importance. Then there is the
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grassroot insurance pilot scheme by
NAICOM, which would cover the
various geo-political zones.
Although the level of life penetration in
the country is still very low, NAICOM
reform measures are strategically
aligned to ensure promotion of long
term sustained investments in the
economy as against the current short
term investments which are largely
contributory to the poor penetration of
life insurance in the economy.
NAICOM has continuously obtained
and is still receiving inquiries and
indications from tested foreign life
insurance companies, which are
willing to go into partnership with local
life insurance companies. This
aspect is being critically examined
with a view to screening them
vigorously to ensure integration of our
local market with those with tested
capabilities. There is the need to
improve the culture and practice of life
insurance in the country.
The reform measures of NAICOM
proffer active support for health
providers as well as (PFAs) in respect
of which several life assurance offices

have been registered. These
measures are also geared towards
effective and adequate
implementation of the national health
insurance scheme. The necessary
building blocks in this respect have
been put in place. NAICOM has
engaged appropriate regulatory
measures to ensure sustainability,
effectiveness and transparency in
pursuit of national policy objectives in
the life insurance sector. This will
culminate in adequate and
appropriate domestic capacity
building and improved human capital
in the sector. There is no iota of doubt
that life insurance shall take its rightful
place as a major mobilizer of longterm funds for national development in
Nigeria sooner than is being
envisaged. However, there a great
and urgent need for all to come to
realization of the enormity of the
challenges ahead so that all hands
shall be readily available on deck to
ensure the actualization of our dream
to bequeath to the nation a strong and
reliable insurance industry and
economy, the starting block of which is
the adequate development of the life
assurance sector.
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60.3
293
127.3
60.4
82.4
6.2

(Million Persons)

Population

Source: International Insurance Fact Book: 2005

20,728
77
179
361
277
15
53
107

4,670
345
386
927
205
384
109
304

GDP
US $ Millions
(USD)
Life Premiums
Non-Life Premiums
1.666 trillion
154,842
91,891
10.99 trillion
480,919
574,579
3.582 trillion
381,335
97,530
1.661trillion
105,436
58,244
2.271 trillion
76,738
94,073
120.9billion
3,052
3,840

AFRICAN COUNTRIES
South Africa
42.7
456.7 billion
Nigeria
137.3
114.8 billion
Egypt
76.1
295.2 billion
Morocco
32.2
128.3 billion
Zimbabwe
12.7
24.03 billion
Algeria
32.1
196 billion
Ivory Coast
17.3
24.5 billion
Kenya
32
33 billion

United Kingdom
United States
Japan
France
Germany
Israel

Country

25,398
422
566
1,288
482
399
162
411

246,733
1,055,498
478,865
163,679
170,811
6,892

Total Premiums Written

APPENDIX I
DIRECT LIFE AND NON-LIFE PREMIUMS WRITTEN FOR SOME SELECTED COUNTRIES IN YEAR 2003
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APPENDIX II
INDUSTRY TOTAL GROSS PREMIUM INCOME 1993-2000 (N MILLION)

YEAR
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

GEN. BUS. LIFE BUS.
TOTAL GPI
5,729.23
812.06
6,541.29
7,393.86
1,004.98
8,398.84
16,137.10
1,000.85
17,137.95
19,086.47
1,514.50
20,600.97
20,418.71
1,361.54
21,780.25
13,152.85
1,322.53
14,475.38
18,537.57
4,649.89
23,187.46
22,531.46
4,396.33
26,927.79
28,808.12
6,460.47
35,268.59
37,765.89
8,708.90
46,474.79

Source: Nigeria Insurance Statistics and Directory (NAICOM)

APPENDIX III
40000
30000

GEN. BUS.

20000

LIFE BUS.

10000
0
1993

1994

1995

1996

1997

1998

30

1999

2000

2001

2002

450.54
895.81
583.15
188.65
378.9
50.42
2547.47

415.89
1,510.91
1,203.87
335.11
451.78
191.73
4109.29

1996
731.03
2,237.68
1,184.25
511.55
609.25
21.04
5294.8

APPENDIX IV
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1994
784.28
1,825.38
1,200.44
373.61
1,569.95
107.99
5,861.65

1995
1,076.81
2,623.84
2,516.91
563.12
1,743.77
1,555.53
10,079.98

1993
GENERAL BUSINESS
6,457.66
LIFE
2,901.71
TOTAL
9359.37

1995
14,389.13
5,841.79
20230.92

1996
21,332.84
7,602.09
28934.93

1996
1,546.16
4,047.81
2,523.20
795.98
3,347.06
119.30
12,379.51

Source: Nigeria Insurance Statistics and Directory (NAICOM)

1994
8,215.72
3,847.39
12063.11

TOTAL ASSESTS OF INSURANCE COMPANIES 1993 - 2002 IN MILLION NAIRA

APPENDIX VI

Source: Nigeria Insurance Statistics and Directory (NAICOM)

Govt Securities
818.07
Stocks & Bonds 1,423.76
Real Estate & Mortg. 791.94
Policy & Other Loans789.07
Cash Deposits & Hand
1,198.21
Bills of Exch
34.93
Total Investment 5055.98

Types Of Investments
1993

APPENDIX V
TOTAL INSURANCE BUSINESS INVESTMENTS 1993 - 2002 (IN MILLION NAIRA)

Source: Nigeria Insurane Statistics and Directory (NAICOM)

Govt Securities
545.98
Stocks & Bonds
752.1
Real Estate & Mortg. 284.62
Policy & Other Loans 138.53
Cash Deposits & Hand
289.98
Bills of Exch
18.39
Total Life Investments
2029.6

LIFE INSURANCE BUSINESS INVESTMENTS 1993 - 2002 (IN MILLION NAIRA)
TYPE OF INVESTMENTS
1993
1994
1995

1997
29,312.50
8,615.68
37928.18

1997
2,012.01
4,095.38
2,682.50
842.11
3,815.91
164.17
13,613.08

1997
1,045.01
2,123.25
1,204.81
540.67
868.05
64.90 708/07
5,846.69

1999
607.59
2,233.73
168.56
3,021.55
1,754.61
2,566.70
10,352.74

1998
1999
30,847.77 34,616.78
10,603.45 15,514.87
41451.22 50131.65

1998
1999
4,145.88 2,987.21
3,633.17 4,174.04
211.95
332.65
2,301.22 4,124.47
1,993.19 4,184.16
3,371.47 5,780.93
15,656.88 21,583.46

6,726.24

1998
2,241.71
1,952.68
84.85
1,459.18
279.75

2000
41,493.52
20,104.48
61598

2000
35,558.95
49,992.87
282.34
5,212.08
3,844.37
7,302.03
25,192.64

2000
981.88
2,532.18
145.83
2,913.78
1,587.95
3,642.84
11,804.46

2001
2002
51,674.03 57,549.47
26,386.46 34,141.48
78060.49 60963.95

2001
2002
3,942.71 3,752.08
6,786.26 8,350.85
359.33
960.31
6,706.40 7,901.01
4,284.55 4,095.40
10,178.02 11,881.22
32,257.27 36,940.87

2001
2002
967.49
763.35
3,491.45
4,319.33
222.97
627.68
4,652.91
6,307.20
712.79
1,025.49
4,704.66
5,775.73
14,752.27 18,818.78
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